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< - He ® > Letters to the editor, in whole or in part, are presented here as a contribution to current 


DANBURY, CONN. 
Dividend payments on Stock Exchange 
common. stocks increase $400500,000 in 
two years, 1939-41, and the market value 
of said stocks declines $10,000,000,000 in 
the same period. To am citing Tue Ex 
CHANGE'S with 


figures amazement—not 


questioning them, but registering bew1l 


derment at such a paradox. “The world 
is topsy-turvy, of course, but such statistics 
as these seem to me to suggest that either 
our economic ideas of the past were cock 
eved or today’s investment View point has 
been turned upside down . . . I have al- 
ways found investment difficult and now 
proper selection of stocks requires talent 
that is beyond mine. Nevertheless, your 
figures keep me figuring. Please continue 
as Is. 


G. W. N. 


STEUBENVILLE, OHIO 


\pplying the absurd, but somehow ex 


pressive, bon mot—"It we had some ham 


we could have ham and eggs, if we had 
some eggs’—I am following your Maga 
zine’s figures on dividends and yields with 
interest, but “if T had any cash to speak 
of alter paying taxes, Id make SOC stock 
investments, if I could find stocks that 
suited my predilections.” As it is, and 
the reason for this letter, ] must continuc 
to rely upon a small fund in trust, which 
is bringing me only about 3 per cent. All 
the investments are securities, and the 
will under which it was established gave 
the trustee a free hand in investing. Read 
ing your article about bank hopes to have 
State laws liberalized so far as they apply 


to trust investments, | wonder, because of 


my own trust’s experience, whether, if 
laws were more liberal, there would be 
any real change in trust practice. Seems 
to me bankers will continue to be mighty 
conservative, let) trust incomes be what 
they may be. 


. bE. Pfr. 


ST. PETERSBURG, FLA. 

Stocks are one thing and bonds some 
thing else, and it happens that  bonds- 
principally railroad issues—provide the 
larger proportion of the income which 
enabled me to retire. Do you think your 
Magazine “does right” by its” readers 
when the emphasis in what you publish 
is as one-sided as it seems to be? 

FE. Os.. J. 

Editor's Note: Perhaps there was something tele- 
pathic about Mr. F. O'R. J.’s letter, for an article 
on railroad bonds was in course of preparation 


when he wrote. It appears in this issue. 


DENVER, 


If we only could see as far ahead as a 


CoLo. 


single year in business! Corporations 


probably experience the same yearning as 
applied to six months—even three months 


ahead—what with taxes and inventory 


questions to puzzle them. Your published 
records of dividend payments and earn- 
ings are helpful to stockowners, but this 
year who can forecast with any degree of 
surety what net earnings, after tax deduc- 


tions, are likely to be? If profits are 


conjectural, who can be positive about 


104? dividends? It 1s a time, if ever, 
when careful diversification must be sea 
soned with a kind of second-sight in look 
ing after a person’s stockholdings. 


M. R. 


- discussion of investment, economic and general financial subjects of public interest. 


LYNN, MASS. 


The “prudent man” proviso per- 
mitted in Massachusetts respective — to 
funds in trust is sought by bankers in 
other States, according to my reading of 
news and comment, but | wonder whether 
it would be advisable as a general propo 
sition. Massachusetts is an old State, it 
has very many old industries, its people 
are notably conservative. The background, 
therefore, is quite different from that in a 
younger State. Of course, listed stocks and 
bonds are available for general investment 
everywhere, but trustees need a generous 
helping of local securities. 


A... Lb. 


BUPFALO. NM. ¥. 

My father once bought 200 shares. ot 
the Railroad, from which the 
profit when the stock was sold five years 
later was sufficient to purchase a farm. 
The farm, in turn, was sold after about 
twenty-five years—in 1938—and_ brought 
back approximately the amount invested 
in the railroad stock, In thinking back 
over these deals, and seeing that the stock 
is now selling for about 60 per cent of 
the amount father paid for his, | am de 
bating whether or not to start around the 
Seriously, 
What is 


them, in the midst of 


circle on my own account. 
though, rail stocks look low. 
your idea about 


your statistics ? 


L, Q-©: 
Editor's Note: The law of diminishing return 
seems to be interwoven through this problem: at 
any rate an answer is outside the province ot 


Tae Exenancr, which does not offer advice in 


connecuon with investments. 
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Rating the Market's Investment Performance 


ACTS about dividend income lately 

have been all but lost in the maze 
of other developments surrounding the 
market. Investors have even been re- 
ported as “dazedly” following the course 
of recent events :—the new tax proposals, 
new priorities, new price controls, new 
retreats in Asia and Africa, new com- 
mitments in Europe and the American 
continents. But this Magazine is con- 
tinuing to discuss yields because, even 
in the abnormal conditions of the past 
few years, numerous listed stocks have 
shown a profitable investment return. 

Many investors who have used a fair 
degree of discretion have had satisfactory 
results. And it is reasonable to expect 
that there will continue to be opportuni- 
ties this year despite the prospect of 
numerous dividend reductions. 

What if total common dividend pay- 
ments should fall off in the aggregate 
by 10 per cent? 

That would bring them back only to 
about the 1940 levels. On the basis of 
market values of January 31, the 10 per 
cent lower dividends still would enable 
the complete common stock list to show 
an average yield of 6.8 per cent in 1942. 

Or assume a decline of 20 per cent in 
aggregate dividends paid. Disburse- 


ments still would be up to the 1939 level, 


and the common stock list as a whole 
would be yielding 6 per cent, on the 
average. 

What actually will happen to divi- 
dends is, of course, anybody's guess, but 
these two theoretical examples may con- 
tribute to an appraisal of the market. 
As to whether, in the light of past ex- 
perience, allowance for a drop of 20 per 
cent is an understatement of the possible 
extent of adversity, one can only con- 
jecture. This rate of decline was ex- 
ceeded in only two of the depression 
years of the 1930's. Meanwhile, it is be- 
ing widely predicted at this time that 
1942 earnings will hold at least to the 


average level in 1939. 


Area of Productive Investment 


“Using a fair degree of discretion” is 
one of those vague terms which can 
mean almost anything, or nothing at all. 
Just how large a field of profitable in- 
vestment has been open to buyers of 
securities in the past few years? 

First off, anyone who follows the mar- 
ket realizes that these are critical times 
in which to test values. Since Decem- 
ber, 1938—before the war and all its 
attendant difficulties—the total market 
value of all common stocks listed on the 
New York Stock Exchange has dropped 


S11, 200,000,000, OF 27 per cent. Yet there 
were 185 common issues on the Ex- 
change which yielded an average annual 
return of 4 per cent or higher through- 
out this period. The range of yields of 
these individual issues is shown in the 
table below: 

Net Annual Return on 185 Common Stock 
Issues Yielding 4 per cent or a gher 
From December, 1938, to December, 1941 


Net Annual 


Return No. of 
(Per Cent) Issttes 
4.0 to 7.9 62 
8.0 to 11.9 38 
120: ta 159 29 
16.0 to 19.9 3 
20.0 to 23.9 10 
24.0 to 27.9 8 
28.0 to 31.9 4 
32.0 to 35.9 8 
36.0 and over 13 


The rate of return is based on cash 
dividends paid in the three years, 1939, 
1940 and 1941. 


for appreciation or depreciation of the 


Allowance is then made 
shares since December, 1930, as the case 
may be, and the resulting figure com- 
puted (on an annual basis) as a_ per 
centage of the market value on that 
date. 

Even in an unfavorable market, pro 
ductive investment in listed stocks has 


(continued on page 12) 
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LARGER effort 
sizable sales of listed stocks is be- 
ing made by the New York Stock Ex- 
Under 


placed in operation, blocks aggregating 


to accommodate 


change. a new plan recently 
at least 1,000 shares and $25,000 in mar 
et value can now be made the subject 
of “special offerings” in instances in 
which it is felt that ordinary market 
methods would depress the price of the 
issue unduly, or involve an unreasonable 
limits 


delay. Somewhat smaller size 


will apply to “Post 30” stocks and other 
relatively inactive issues, when market 
conditions warrant. 
A “special offering” must be initiated 
ata price not higher than the last sale 


price of the stock or the current offer 


in the regular auction market (which- 


a price higher than 


ever is lower), but at 





the current bid. It possesses the feature 
that an added commission (not exceed- 
ing $1 a share for a stock selling at $50 
or less a share, and not more than 2 per 
cent for shares selling above that level) is 
allowed the broker who effects the pur- 
chase of a portion of the offering for a 
customer. The agency basis, which is 
the keystone of the listed market, is pre- 
served throughout the transaction. 

The plan at once recognizes the 
changed conditions in the securities in- 
dustry, which no longer has a large and 
continuous backlog of business on spe- 
cialists’ books from which to fill incom- 
ing orders, and the need for extend- 
ing more efficient service to “middle- 
bracket” clients—those security holders 
whose sales are considerably larger than 
the 1oo-share unit of trading, but not 
so large as to warrant a full-fledged 
“secondary.” Of necessity, the remuner- 
ation received by the broker in a “spe- 
cial offering” has had to be established 
on a basis which makes it economic for 
him to go out after new business and 
thus find interested buyers, rather than 


serve merely as an order-taker. 


Benefits to Small Investor 


Small investors also are expected to 
benefit by the arrangement. The en 
compensation to the broker (paid, 1 
this case, by the large holder—the woe 
naturally will permit a more thorough 
investigation of investment values, and 
periodically the broker will be presented 
with the opportunity to point out def- 
nite situations to his clients. 

The plan also represents the first mu- 
tual recognition by the Stock Exchange 
and the Securities and Exchange Com- 
mission that costs in the brokerage in- 
dustry have increased to a point where 
an adjustment of compensation is justi- 
fied. The commission charged for se- 
curities brokerage is one of the few fees 
throughout trade and industry which 
has not been revised upward within the 


past year or so. Even in this instance it 





HOW “SPECIAL OFFERING” 
TRANSACTIONS APPEAR ON TAPE 


Transactions made under “spe- 
cial offerings” are identified on the 
ticker tape in a manner similar to 
the following: 

SPL.XYZ COMM 
2s40 VY, 

Trades with this legend do not 
elect stop-orders or open odd-lot 
orders for execution in the regular 
auction market. 











is raised only in the case of large holders 
disposing of sizable blocks of stock— 
process which it has been shown requires 
specialized knowledge and skill. 

Like other established market  prac- 
tices, “special offerings” have been sur- 
rounded with extensive safeguards to 
the general public. First, the seller's 
interest is protected because this supple- 
mental type of market transaction is not 
allowed to be entered into until after it 
has been determined that the regular 
auction market on the floor of the Ex- 
change cannot absorb the offering in 
question within a reasonable time and 
within a reasonable range of price. Then, 
buyers of a stock which is the subject 
of a “special offering” are protected by 
the requirement that their brokers seek 
first to execute their orders at a more 
favorable price in the regular auction 
market (unless the customer has spe- 
cifically directed that the order be exe- 
cuted pursuant to a “special offering”). 

Also, anyone making a “special offer” 
must be the sole owner of the block of 
stock. He cannot make successive offer- 
ings of the same security, nor can he 
“all-or-none” 


tender an offering on an 


basis. He is prohibited, also, from sell 
ing any of the stock in the auction mar- 
ket while the “special offer” is in force. 
And it is required that a “special offer” 
remain open for three market hours, un- 
less it is taken sooner, 

All commissions are paid by the 
offerer, and the buyers receive the stock 


“net.” 
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THE GROWTH OF SECURITIES 








AY the number of corporate stock- 
holders continues to grow, Ameri- 
can business is “sharing the wealth” on 
Merely 


within the past year the fifty listed cor- 


the widest scale ever known. 


porations for which the New York Stock 
Exchange regularly compiles a record 
of shareowners showed an aggregate 
gain of 50,000 holders. The total holders 
of common stock in these companies 
now number 3,710,000—a figure 79 per 
cent larger than in 1929. 

Although up-to-date records are not 
available for all listed corporations, it is 
clear that the grand total of stockholders 
is now at a high-water mark for all 
time. Many new securities owners have 
been served by the listed market as well 
as by the secondary distributions taking 


place within the past year or so. 
Survey Includes Many Older Issues 


The wider diffusion becomes all the 
more striking when the character of the 
fifty companies which make up the 
Stock Exchange’s tabulation is reviewed. 
Rather than growth companies, they are 
in most instances such standbys as 
American Telephone & Telegraph, Gen- 
eral Electric, General Motors, New York 
Central and United States Steel. 

Year-to-year changes in the total of 
corporate security holders naturally re- 
flect the interplay of many influences. 
But some major trends which can be 
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mentioned in connection with 1941 
are the repatriation of a large volume of 
domestic securities formerly held by 
British subjects, with the shares appar- 
ently receiving a wider distribution in 
this country than they had enjoyed in 
Great Britain, and the breaking up of 
some large domestic holdings in order 
to obtain funds for paying taxes and for 
other reasons. 


Where large blocks 


stocks. The growth of stockholders in 
F. W. Woolworth Co. (see table below) 
coincided with the secondary distribu- 
tion during the year of 145,000 shares 
of its common stock. <A total of 100,703 
common shares of General Electric was 
redistributed in this way; also 65,134 
shares of Union Pacific and 62,402 shares 
of The Borden Company. 

These secondaries are mentioned be- 
cause they happen to be in issues of the 
fifty companies included in the Stock 
Exchange’s tabulation, and also because 
in each instance an increase in the num- 
ber of stockholders was experienced dur- 


ing the past year. 
Course of Growth 


Securities ownership has expanded 
generally throughout the past fifteen 
years, except in the period, 1933 through 
1936, in which it remained fairly con- 
stant. The growth has been progressive 
since that time. 

Despite the current low state of its 
business, it is apparent that the securi- 
ties market today serves a much broader 
economic and social purpose than it did 
even in the flush days of 1929—and is of 
importance to a vastly larger number 


of people. 





of securities are being 
accumulated today, it 
is interesting to note 
that very often the 
buyer is a public or 
quasi-public body, such 
as a foundation, uni- 
versity or investment 
trust. The day of the E 
private overlord seems 
to be definitely on the 
wane. 

Taken separately, 
some of the companies 
show sizable increases 
following secondary 





distribution of their 


Bendix Aviation Corporation . 
The Borden Company . = 
Chesapeake and Ohio Railway Co. 


). I. du Pont de Nemours & Co. 
General Electric Company 
General Foods Corporation . 
General Motors Corporation 
Kennecott Copper Corporation 
Texas Gulf Sulphur Company . 
Union Carbide and Carbon Corp. 
Union Pacific Railroad Company . 


COMMON STOCKHOLDERS 

Number of Number of 

Stock- Stock- 

holders holders 
4th Q’tr., 4th Q’tr., 

1940 1941 

Amer. Telephone and Telegraph Co. 630,812 633.588 
22,479 23.340 

7,204 18.537 

19.501 53.083 

Consolidated Edison Co.of N.Y..Inc. 102.143 105.121 
63.467 67.567 

212.840 218.356 

65.007 65.530 

376.565 389.520 

82.083 82.703 

32.078 32.636 

65.420 67.305 

40.049 41.311 

United Fruit Company . . . . . 36,562 37.344 
68.766 72.546 


F. W. Woolworth Company . 




















* AN APPROACH 
TO “MIDDLE-GROUND” 
RAIL BONDS 


By Floyd W. Mundy, Jr. 
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T the end of 1941, the Class 1 rail- 

roads had outstanding about $10,- 
500,000,000 face value of debt. This was 
divided approximately as follows: 7 per 
cent railroad obligations which should 
be classed as prime investments, 33 per 
cent those of railroads in receivership 
or reorganization under Section 77 of 
the Bankruptcy Act, and 60 per cent 
the securities of roads that in recent 
years narrowly escaped financial dif- 
ficulties or were rated as definitely spec- 
ulative. 

The 7 per cent represented those roads 
which were apparently under-capitalized 
in relation to their revenues and invest- 
ment, while the 33 per cent represented 
those which have been forced to re- 
organize, due in large measure to be- 
ing over-capitalized in relation to their 
revenues. 

It is the large middle group, repre- 
senting 60 per cent of railroad obliga- 
tions, with which we are now con- 
cerned. In this group are many securi- 


ties that should prove to be attractive 


investments. The upper group con- 
tains few securities which have much 
appeal to the average investor. Such 





* 


“In all the world no job is being better done today 








than by the American Railroads” 


CLARENCE F. 


on Interstate and Foreign Commerce. 


bonds as the Norfolk & Western 1st 
consolidated 4s, 1996, priced at 128, and 
the Hocking Valley Ry. 1st consolidated 
4! 
yield and are vulnerable to a change in 


28, 1999, priced at 126, afford a low 
money rates. 

The securities in the lower group, 
while attractive if bought at a_propi- 
tious moment, have lost some of their 
appeal because of suits being prosecuted 
in the higher courts against proposed 
reorganization plans. These suits may 
result in new plans, or at best an in- 
definite postponement before these rail- 
roads emerge from the supervision of 
the courts. 

Therefore, the investor will probably 
turn to the large middle group for 
liberal yields and likely profit possi- 
bilities. This group offers various types 
of securities for the investor's analysis 
and study. 

Here he will find closed first mort- 
gage and divisional liens, large and 
small issues, alike. He will find blanket 
refunding mortgages, bonds secured by 
collateral of the issuing company, as 
well as those protected by securities 


of other companies, debenture bonds, 


LEA, Chairman, House Committee 


and those due in the near future, as 
well as a hundred years hence. 

Some will be obligations of railroads 
which have no near-term maturities, 
such as have caused embarrassment in 
recent years; others will show strong 
treasury positions, perhaps but recently 
restored to the strength of the late 
1y20's, while still others will show large 
earnings and fixed charge coverage. 
This large middle group is well worthy 


of exploration, 


Improved Railroad Efficiency 


Business management has learned 
much in the last fifteen years, and this 
is none the less true of railroad man- 
agement. With reference to efficiency, 
the following figures are of interest: 
In 1941, ton miles were up 5 per cent 
over the previous peak year of 1929. 
This 


fewer men, 600,000 fewer freight cars, 


trafic was handled by 400,000 
and 16,000 fewer locomotives. 

Now compare the 1930 record, when 
revenues were about equal to 1941. In 
1941, about 42,250,000 cars were loaded, 
compared with nearly 46,000,000 in 1930, 


a decrease of 8 per cent, and revenue 





per ton mile declined to about 0.94 cents 
from 1.06 cents, a decrease of 11 per 
cent, with revenues (due to heavier 
loading and consequently higher rev- 
enue and more efficient use per car) 
Imost exactly the same. Operating ex- 
penses decreased some $300,000,000, or 
nearly 8 per cent, with the result that 
net railway operating income was up 
to $1,009,000,000, an increase of 15 per 
cent. 

In 1941 the operating ratio of Class 1 
roads was just over 68 per cent, com- 
pared with 744% per cent in 1930, or an 
improvement of g4 per cent. Net in- 
come was, however, about the same, 
due largely to a sharp drop in non-op- 
With 


sharply increased taxes and wages, this 


erating income. lower rates, 


their debt and fixed charges sharply 
since the end of 1930. A few examples 
of debt reduction follow: Norfolk & 
Western, 54 per cent, New York, Chi- 
cago & St. Louis, 19 per cent, New York 
Central, 10 per cent, and Southern Ry. 
and Reading Co., g per cent; while 
some examples of reduced fixed charges 
are: Norfolk & Western, 57 per cent, 
New 
York, Chicago & St. Louis (as of Dec. 


Great Northern, 25 per cent, 
31, 1941), 25 per cent, New York Cen- 
tral, 24 per cent, Louisville & Nashville, 
17 per cent, and Atlantic Coast Line, 
S per cent. 

Some of these reductions have, of 
course, taken place through refundings, 
but they are in no small part due to a 


studied policy of management of re- 





Some Railroads Representative of 
the “Middle Group” Discussed in 
the Accompanying Article 


Atchison, Topeka & Santa Fe Ry. Co. 
Atlantic Coast Line R. R. Co. 
Baltimore & Ohio R. R. Co. 
Chicago, Burlington & Quincy R. R. 
Delaware, Lack. & Western R. R. Co. 
Great Northern Railway Co. 

Gulf Mobile & Ohio R. R. 

Illinois Central R. R. Co. 

Kansas City Southern Railway Co. 
Louisville & Nashville R. R. Co. 
Nashville. Chattanooga & St. Louis Ry. 
New York Central R. R. Co. 

N. Y.. Chicago & St. Louis R. R. Co. 
New Orleans Northeastern R. R. 
Northern Pacifie Ry. Co. 
Pennsylvania R. R. Co. 

Reading Co. 

Southern Pacifie Co. 

Southern Railway Co. 

Western Maryland Railway Co. 























> 
n is convincing evidence of efficient man- ducing debt and fixed charges because 
agement. ot the experiences of the past ten years roads had a deficit in working capital, 
The railroads are today hauling the and in order to strengthen the com- this picture, too, has changed radically, 
greatest volume of traffic in their history panies to meet post-war conditions. as shown in the accompanying: table. 
and no one seriously questions that the That this policy is continuing is evi- 
S ‘ ‘ * “ ‘ . ‘ : Posi io A ! Q otter T ; ON’ « 
job is being well done. Their physical dent by a glance at the earnings and sition May be Better Than in 1920's 
1 condition, from an operating stand- dividend payments of various com- The foregoing supports the conclu- 
' point, is perhaps as good as it has ever panies in recent years, particularly 194l- sion that the railroad business in many 
been, at least so far as main arteries of Last year, for example, the New York ways has made real strides forward in 
, trafic are concerned. Central earned more than $4 per share the last decade. Certainly this is true 
: > ‘4 . ee ee Ter P . - . 
; ‘ and paid nothing, Southern Pacific over from an operating standpoint. for the 
P Reduction of Debt and Charges At. Ah ' Siti ‘ 
$y with nothing paid, while Atchison, railroad dollar is being spent more efh- 
, Furthermore, the railroads have been Topeka & Santa Fe earned nearly $10 ciently than ever before. 
through a difficult and policy-testing and paid $2, Atlantic Coast Line about Of greater importance, however, is 
period, and consequently will not soon $13 and paid $1, and Great Northern the definite trend, where possible, 
repeat errors of the past. Despite re- over $6.50 and paid $2. toward voluntary retirement of debt 
d cent hard times, many have reduced Whereas several years ago many and reduction of fixed charges, for by 
i. this method many companies have, so 
" to speak, effected internal reorganiza- 
\ COMPARATIVE TREASURY POSITION tions, without the delays and expenses 
ee (Thousands of Dollars) ee ey fe, M : 

Class 1 Roads Dec. 31, 1930 Dec. 31. 1938 Nov. 30, 194] ee a ea ey ee ee 
it Total Current Assets $1,511,000 $1,121,000 $2,029,400 be found that the railroads will be in 
m Cash & Equivalent 677,500 545,200 1,263,700 better shape than even in the late 
0 ; Material & Supplies qi ree 317,600 437200 1920's to meet their future problems ? 

“Total Current Liabilities 1,087,900 932,800 1,050,000 i SELON 
S, til ae “shee In numerous ways the railroads are 

Loans & Bills Payable 114,800 243,200 57,700 larly § “hae 
y ° . ° . : 7 arly favore rr oDrese “ ‘ 

Working Capital 423,100 188.200 979,500 poum a y ivored under | resent condi 
n Ratio 1.40—1 1.20—1 2.00—I tions. They have a large invested cap 
n i ital base, therefore the excess profits 

*Figures do not include funded debt matured unpaid, and interest and dividends matured ! / : 
d, unpaid, as these items are applicable almost entirely to the railroads in reorganization, Cur tax burden will not be so great as 1n 
- rent liabilities do include $230.700,000; $193.600,000; and $350,266,000, respectively, for the case of many other business enter- 
it tax liability. ee 
1e (continued on page 17) 
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GALLOWAY 


ARNINGS in 1941 of the first 248 

listed companies to make their re- 
sults public were 30.3 per cent larger, 
in the aggregate, than in 1940. Profits 
of these companies totaled $1,510,081,000, 
against $1,158,815,000 in 1940. 

A definite slowing in the rate of gain 
was noticeable in the final quarter of 
the year, and it hardly need be said that 
the character of the business of many of 
these companies and their outlook for 
profits are changing rapidly. Fully half 
of the industries listed in the accom- 
panying table are now engaged predom- 
inantly in war work, and the transition 
of some others is being speeded. 

On the basis of the reports which have 
been issued to date, the largest gains in 
earnings last year were made by the fol- 
lowing industries: railroad, an increase 
of 128.1 per cent; petroleum, 92.3 per 
cent; automobile, 67.2 per cent; textile, 
57 per cent; and machinery and metal, 
51 per cent, 

Meanwhile, the tobacco and public 


utility companies experienced declines 


In profits. 





The widespread attention which cor- 
porate profits are receiving in connec- 
tion with plans for further taxes and 
the general conduct of war production 


suggests that a somewhat detailed ex- 


























planation of figures of “reported earn- 
ings” may be appropriate. 

A study of this subject has been made 
by The National City Bank of New 
York. 


of 80 large industrial corporations on 


It compared the balance sheets 


Dec. 31, 1940, and Sept. 30, 1941. While 
the group retained a total of $55." YOO,O00 
of net income for corporate purposes in 
this period, the gain in cash was only 
$15,000,000. Meanwhile, other assets in- 
creased $1 36,000,000, as shown by the 
table below: 


Increase in Assets of 80 Industrial 
Corporations (First Nine Months, 1941) 
—Millions of Dollars— 


IN ss dst ticrdssvm in Siaupie emetic’ $ 15 
MINS ois ees se se jninwcsns 59 
en. 5! 
oo ene 10 
2 errr 16 

ARMM er) soir atsin dbhottinnss 2 Meldotets $151 


The expanding volume of business ob- 
viously has required funds to finance 
increases in inventories and receivables 
and investments in new plant and equip- 
ment far in excess of anything that can 


be supplied out of retained net income. 








REPORTED 1941 NET INCOMES OF 248 COMPANIES 
HAVING COMMON STOCK LISTED ON THE 
NEW YORK STOCK EXCHANGE 
—dAssembled by Industrial Groups— 
Group 

No. of No. qunttins No. ee éan ie 

Issuers Reporting Net Showing Incomes Minus Group Net Income 

Listed to Date Profits Improvement Combined Losses) 1941 vs. 1940 
Amusement 12 3 3 3 $ 18,650,000 40.5% 
Automobile 61 1] 1] 7 30.745.000 67.2 
Building 26 7 7 6 25.151.000 10.4 
Chemical ‘ 66 19 19 17 169.100.000 13.2 
Electrical Equipment 16 5 5 5 28.703.000 + 26.4 
Farm Machinery 6 6 6 5 59.688,000 28.1 
Finance 29 19 19 13 55.504.000 1.5 
Food in Ss Set. Oe 18 17 13 77.880,000 32.2 
Garment Manufacturers 5 5 5 | 5.374.000 23.0 
Leather ms 12 9 9 9 16.225.000 44.9 
Machinery & Metal 75 14 14 12 23.923.000 51.0 
Mining .... 34 5 5 3 6.864.000 + 3.7 
Paper & Publishing 25 I 1 1 9.911.000 12.6 
Petroleum 37 5 5 5 19.380.000 92.3 
Railroad ‘ 79 37 33 33 336.489,000 -128.1 
Retail Merchandising 65 1] 1] 8 54.342.000 + 69 
Rubber ‘(hs ow OS 5 5 5 10,458.000 26.6 
Steel, Iron & Coke . . 38 22 22 21 282.767.000 12.2 
BO. 6 es lk we ee ww 10 10 8 13.421,000 + 57.0 
Tobacco dad 16 6 6 l 50.643.000 — 10.5 
All Public Utilities 17 11 10 4 117,728,000 — 7.5 
Other Companies . 88 16 15 14 37,135,000 50.4 

Totals . d 200 = $1.510.081,000 30.3% 
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/ WEST COAST STAUNCH 
/ AMID WAR ALARMS 


Crops and Industrial Prospects Are Pleasing 


Although Interest in Securities Remains Low 


SR 








RT ae ae RE LIS 


BY C. N. ALEXANDER e Financial Editor ¢ THE post-ENQUIRER @ Oakland, California 


HEN the people of a great and 
thriving section of the United 
States suddenly find themselves on one 
of the big battle fronts of an all-out 
World War, what are their thoughts and 
their reactions? 
This question has been asked many 
the 


months, no doubt. As Iam one of those 


thousands of times in last two 
living on that battle front—the Pacific 
Coast combat area—I will try to supply 
an answer. 

First, let me say, the physical appear- 
ance of the Pacific Coast is just about 
the same as it was prior to December 
7, as far as the public can see. 

Its business activities also are being 
carried on pretty much the same as be- 
fore our entry into the war. 

In spite of what already has hap- 
pened, people living in this area still 
are far more interested in retail prices, 
material shortages, general business ac- 
tivity, stock and commodity market 
trends and tax problems than they are 
in possible air raids, submarine attacks, 
or even in the thought of invasion. 

Even their attitude toward securities 
markets has not changed. There is the 
that 


Good common stocks still are going beg- 


same 


listlessness existed before. 


ging, notwithstanding the fact that earn- 


ings and dividend records of representa- 


tive Pacific Coast companies are as good 
as can be found anywhere else in the 
United States. 

Speculative interest still is centered in 
second-grade bonds, and second-grade 
rails continue to command most atten- 
tion. 

In the field of general business, the 
trend since December 7 has been a ris- 
ing one. For example, department store 
sales, reflecting the increasing tempo of 
industrial defense activity, were more 
than 25 per cent higher in January than 
in January, 1940, 


Farming the Keystone 


It is to the future that most attention 
here is being turned now. First thought 
is for the near future, more specifi- 
cally that period that includes the later 
months of this year and 1943. Next is 
for the immediate post-war period. 

Assuming that Pacific Coast business 
and industry will be able to continue 
about as they are going now during 
the next few months, most people look 
for the key to near-future business and 


investment Coast 


trends on Pacific 
farms. 

Notwithstanding all the growth that 
industry has made here in recent years, 
Western business interest still is con- 


cerned chiefly with the outlook for 
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Western farm products. 


Business men 
and financial leaders in this locality 
continue to regard agriculture as the 
backbone of Pacific Coast prosperity. 
This fact may not be immediately ap- 
parent in some Pacific Coast metropolli- 
tan centers, but that does not alter it. 

An outstanding example of agricul- 
tural influence can be found in the bank- 
ing field. The Pacific Coast boasts the 
fourth largest bank in the United States 
and the greatest single influence in its 
growth has been and still is agriculture. 
If agriculture is to provide the key, then 
the outlook for Pacific Coast business 
and investments is good. 

Present farm outlook is for one of the 
most prosperous years that Pacific Coast 
farmers ever have enjoyed. Returns that 
will approach and may even establish 
new records are being forecast. In a 
single State, California, farm marketing 
experts are estimating that cash farm 
income alone will pass the $1,000,000,000 
mark this year. This in itself will be 
an increase of about $125,000,000, or 15 
per cent. 

Total Pacific Coast income from agri- 
cultural products, including processing 
industries and government payments, is 
expected to be close to $2,000,000,000. 
The Federal Reserve Bank of San Fran- 


(continued on page 12) 
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FOCK 


throughout 


EXCHANGE 
South 
Many points in common, since, exclud- 
River Plate, 


all of them are patterned aftet 


America have 


ing the countries of the 
nearly 
the pre-war Paris Bourse and market 
customs in France. Commissions are usu 
ally paid on the net amount of the trade, 
rather than on par values or market 
prices. Bonds are always quoted “flat,” 
as was once the case in New York. Yield 
books are almost unknown. Investors’ 
guide stock reports are hard to find. 
Bond salesmen, who go out after busi 
hess, are rare, Stocks are issued to bearer 
with numbered dividend coupons at 
tached rather than being registered in 
the name of the owner. 

Debentures are first mortgage bonds 
and although there are no Securities and 
Exchange Commissions as such, pro 
spectuses covering new issues have to be 
registered with the government. Only in 
recent years have the underwriting and 
distribution of securities by banks se 
cured a foothold, and even now such 
practices are confined largely to the 
Argentine. 

Excluding Chile, and with notable ex- 


ceptions, corporations are family affairs 


and the public generally mistrusts “pa- 
peles,” meaning common stocks or ordi- 
nary shares as they are called following 
the English custom. Finally, corpora- 
tions, or rather “Sociedades Anonimas,” 
are usually organized for profit rather 
than posterity and their statutes usually 
direct how the profits shall be divided. 

Directors are expected to take an ac- 
tive part in directing their companies 
and they receive a fixed percentage of 
profits, Then, after the setung aside of 
“legal reserves” specified by the govern- 
ment and certain option reserves usu- 
ally left to the directors, the profits are 
paid out in the form of dividends. Cor 
porations rarely carry cash balances 
comparable to those in this country, but 
failures are perhaps no more common 
than here. 

Speaking generally, South American 
investors buy bonds and shares for in- 
come rather than for appreciation and 
they are usually rewarded with more 
stability of prices than would otherwise 
be the case, Contributing to this situa- 
tion, also, is the practice in some coun- 
tries of creating dividend stabilization 
funds for the express purpose of insur- 


ing regular payments. 


The “Bolsa de Comercio de Buenos Aires.” GALLOWAY 





































The reader should bear constantly in 


mind— 


First, that the prices of all securi 


ties traded overseas are ex- 
pressed in currencies other than 
dollars; 

Second, that while inflationary 
forces are at work in nearly all 
countries today, such forces are 
by no means uniform as_be- 
tween countries, 1n- 


any two 


cluding our own; 


‘hird, that since the breakdown 
in the exchanges in 1931 and the 
self-imposed moratoriums on ; 
foreign debts, the accepted rules { 
in international finance have 
been thoroughly upset by for 
eign exchange regulations and 
arbitrary government decrees. 


As a result, foreign dollar bonds o! 
many countries have become little more 
than income debentures, dependent for 
their service on the existence of a surplus 


of dollar exchange in the hands of the 








internal government bonds and _ 1,498, 


000,000 pesos of Argentine Mortgage 


Bank Cedulas, guaranteed by the Na- 


tional Government. 





x 


H AMERICA WAY 


& 


| 
ars 
Foe 


¥ 









> b. Kellogg 


debtor after other requirements have 
been met, and the “blocked accounts” of 
American investors in foreign banks 
have become about as exasperating as 
participation in a railway reorganization 
in the United States. 

These qualifications cause a brief ex- 
amination of South American stock ex- 


changes to be none the less interesting. 


The Buenos Aires Exchange 


The “Bolsa de Comercio de Buenos 
Aires” is the Argentine version of the 
Chicago Board of Trade and the New 
York Stock Exchange combined into 
one. Both exchanges have space on the 
same floor of the spacious Bolsa building 
and their jargons are quite as meaning- 
less to the layman as their prototypes in 
Chicago and New York. 

The former market’s stock in trade is 
the 17,000,000 tons of wheat, corn, lin- 
seed, oats and other cereals normally 
produced in Argentina in a single year, 
and the latter’s consists principally of 


about 3,125,000,000 pesos face amount ol 


In the year just closed, about gi per 


cent of the trading, which averaged 
5,000,000 pesos per day, was confined to 
government bonds, cedulas, Mortgage 
Bank bonds of the Bank of the Province 
of Buenos Aires, and provincial and 
municipal bonds, whereas only about 9 
per cent consisted of bank stocks and in- 
dustrial shares, It is, however, a foregone 
conclusion that trading in shares will in- 


crease as industrialization of the country 


increases in self defense; as privately- 


owned companies come to take 1n out- 


side stockholders and as investors gen- 
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erally overcome their prejudices against 
common stocks. 

These prejudices are said to date from 
the period preceding the Baring Panic 
of 1890 when many Argentine fortunes 
were lost through speculating in gold 
and in the shares of gold mining compa- 
nies and others organized in large part 
by Britishers. The prejudice is deep 
seated in any case, and stems also from 
the fact that most Argentine fortunes ol 
today are based on the ow nership ol 


“camp properties” and city real estate. 


Even the present generation has more 
faith in such tangibles than in industrial 
undertakings. These factors, plus the 
idea of investing for income, are also re- 
sponsible for the inherent stability of the 
Argentine market and for the fact that 
few, if any, securities markets of compar- 
able size anywhere in the world have 
been as free from wild-cat promotions as 
Buenos Aires. 

Argentina has no bucket shops, no Se- 
curities and Exchange Commission, no 
cut and dried margin rules, no over-the- 
counter markets worthy of the name, 
and even the old Spanish word for 
“bargain” is seldom if ever used. Specula- 
tion, as a rule, consists of buying cedulas 
that are out of line, of playing sinking 
funds or of trying to corner the remnant 
of an old bond issue in order to take ad- 
vantage of the sinking fund which at- 


taches itself to every Argentine loan. 


Founded in 1854 


Aires Exchange was 


The 


founded in 1854 to take the place of the 


Buenos 


Private Society of Stockbrokers, or 
“Camuati,” organized in 1821, The Ex- 
change was incorporated in 18go and last 


December it celebrated the twenty-fifth 


The Stock Exchange at Santiago. 
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anniversary of occupancy of its 7,000,000 


peso Bolsa building, constructed during 
the first World War. 

The Exchange publishes a comprehen- 
sive ofhcial bulletin each month, which 
contains a complete record of stock and 
bond transactions and the balance sheets 
and earnings statements of the corpora- 
tions whose shares are listed. In late years 
the government at times has controlled 
the listing of new issues as a means of 
balancing the supply of, and the demand 
for, credit; but otherwise the institution 
operates with very little in the way of 
government intervention. 

Trading on the Exchange has more 
than doubled since 1929, and 1941 was 
the banner year. There are today 250 
seats and they command a price of about 
25,000 pesos each. One American bank 
has been an acknowledged leader in de 
veloping its securities department, but it 
is precluded from engaging in the dis 
tribution of securities as it formerly did 


because of the laws in the United States. 


Without 


threats resulting from the rivalries be- 


deprecating the _ political 
tween the so-called “Radical Party” and 
the present conservative coalition gov- 
ernment, it is not difficult to understand 
why British investors for generations 
have passed up other South American 
countries and gone direct to the River 
Plate to do their investing or, more re- 
cently, why Buenos Aires has had its 
“hot money” problems. 

Ever since the ill-fated regime of 
former President Irigoyen in 1930, the 
Argentine Government has been singu- 
larly orthodox, although sometimes 
high-handed, in its financing at home 
and abroad; in the respect shown for its 
backers overseas and in the handling of 
its foreign exchange problems. 

The English holders of British-owned 
Argentine railway shares and debentures 
have not always been satisfied with the 
freight rates or wage scales on their 
roads, but they have gotten exchange for 


the payment of interest in London when 








FINANCIAL DATA 
ARGENTINA CHILE 
Exchange Bond Wholesale Exchange Bond Stock Wholesale 
Years Rates Prices Prices Rates Prices Prices Prices 
a b c d e f g 

1926 42.23 96.60 100.00 12.12 or 
1927 42.33 98.00 98.1 12.09 sata 100.2 sta 
1928 12.40 99.70 98.5 12.16 103.1 121.3 192.5 
1929 11.83 96.85 96.4 12.11 102.1 130.8 192.4 
1930 36.51 97.01 92.2 12.10 96.8 100.8 166.9 
1931 28.94 90.81 89.0 12.09 68.8 63.3 152.2 
1932 25.73 85.44 89.5 7.11 67.8 94.8 230.3 
1933 24.45 90.45 85.6 7.49 91.6 132.6 345.9 
1934 25.29 93.73 98.2 27 98.8 140.5 343.5 
1935 26.30 94.96 97.0 3.84 91.0 136.8 344.0 
1936 27.82 98.96 99.2 5 | 80.0 151.2 379.6 
1937 30.04 100.65 112.6 1.00 82.0 160.7 154.5 
1938 25.54 100.47 105.5 3.16 79.0 149.2 431.1 
1939 23.10 101.24 108.2 3.22 pivaea 136.7 420.7 
1940 22.89 100.57 123.4 2.95 82.7 137.1 164.1 
1941 23.00 98.24 165.9 2.94 83.2 171.6 618.2 

Cents per pape pese Approximate De¢ er rates, in tre market since imposition of 

exchange controls in December, 1933. 
Prices of Argentine Cedulas. 6% through November, 1933, 5% through November, 1941, 
$% since Price shown for 1941 is last prica registered for 5% Cedulas. 
General wholesale price index of 105 articles. 1926= 100, 
Cents per peso, approximate year end « in n 1 l narket since adoption 
exchange controls in 1931 

e. Government 7% bond price index. January, 1928 — 101 
f. Stock price index. Annual averages. 1927 ) 
g. General wholesale price index. Annual averages. 1913 








the pesos were available, and, equally 
important, their right to receive such ex- 
change has been respected. Curiously 
enough, almost none of these Argentine 
railway shares and debentures are owned 
by Argentine investors and they are not 
even listed on the Buenos Aires Stock 
Exchange. 

Among American “direct — invest- 
ments” in Argentina, meat packing 
plants, petroleum refineries and distri- 
buting organizations and utilities are the 
most important. None of these groups, 
except the utilities, has ever attempted to 
do any financing within the country such 
as took place in the United States during 
our industrial development, when nu- 
merous British, French and Swiss enter- 
prises gradually became exclusively 
American, But the utilities have done so, 
and it is easily possible that the time may 
come when the present Argentine sub- 
sidiaries of International Telephone & 
Telegraph and American & Foreign 
Power will be owned and controlled by 
Argentine investors. 

American investors can still buy Ar- 
gentine dollar bonds with confidence 
that the debtor will not default, alleging 
lack of exchange; and American inves- 
tors can buy securities in Buenos Aires 
with confidence that they can be dis- 
posed of at will and the proceeds con- 
verted into dollars. This should not be 
done, however, without considering the 
probable future of Argentine exchange 
rates versus the dollar and many other 


factors. 


Chile—The Broker’s Paradise 


Chile, of all Latin American countries, 
has raised the broker to a plane of dig- 
nity above that of his fellow man, This 
may be due to the admitted abilities of 
the Chilean broker or to historical rea- 
sons, but the fact remains that relatively 
more business is handled through brok- 
ers in Chile than in most other countries. 


Not uncommonly, a brokerage firm in 


(continued on page 16) 





Pp SOGRESS in clearing up their divi- 
end accumulations was made dur- 
ing the past year by 21 companies with 
preterred issues of stock listed on the 
New York Stock Exchange. Total ar- 
rearages among 98 listed issues now 
amount to $970,312,000, which compares 
with 116 issues with back dividends of 


$1,099,830,000 at the beginning of 1941. 


Omitting back payments, and consid- 


ering regular dividends alone, the 322 
preferred issues which distributed divi- 
dends in 1941 were selling to yield the 
following returns at the year-end (based 


on December 31 prices): 


Per Cent No. of 

Yield Issues 
Under 3.0 5 
3.0— 3.9 24 
4+.0— 4.9 84 
5.0— 5.9 . a 
6.0— 6.9 38 
70— 79 ; . 30 
8.0— 8.9 27 
9.0— 9.9 18 
10.0—10.9 13 
11.0—11.9 6 
12.0—12.9 5 
13.0—13.9 3 
14.0—14.9 5 
15.0—and_ over 7 


The average yield among these issues 
is 5.9 per cent. An indication, in gen- 
eral, of the relative valuation which in- 
vestors place upon the preferred list as 
contrasted with the common shares can 
be obtained by comparing this ratio with 
the 9.3 per cent average return on the 


dividend-paying common stocks. 


Preferred 
Issues 
Reduce Dividend 


Arreavrages 





By industries, the largest gains in pre- 
ferred dividends last year (including 


payments against arrearages) were made 


by shipbuilding and operating, a gain of 
125 per cent; leather, 105 per cent; elec- 
trical equipment, 94 per cent; and paper 
manufacturing and publishing, 67 per 
cent. 

Thirteen preferred issues paid off their 
entire accumulations during the past 
year. Dividend arrearages of six other 
issues were eliminated either through 
reorganizations or by exchange offers of 
stock. And there were ten companies 
which made payments substantially re- 
ducing their accumulations. 

Continuing its policy of presenting 
factual information relating to listed 
securities, THe Excuance publishes in 
the table below some recent data on a 
number of preferred issues. They have 
been selected solely for purposes of illus- 
tration and are merely typical of a sec- 
tion of the list; the statistics are not in 
any way a recommendation of these 


particular securities. 








REPORTED EARNINGS AND APPROXIMATE DIVIDEND 
ARREARAGES ON FIFTEEN CUMULATIVE 
PREFERRED STOCKS 


Earnings Approximate Recent 
Per Share Arrearages Price 

Armour & Co. (Illinois) 

$6 Prior Cumulative Convertible Pfd. $21.30 $21.00 6314 
S. Blumenthal & Co. Ine. 

7% Cumulative Pfd. 13.26 (9 mo.) 21.00 65 
Edward G. Budd Mfg. Co. 

7% Cumulative Pfd. 29.48 (9 mo.) 77.00 62 
A. M. Byers Co. 

7% Cumulative Part. Pfd. 25.66 19.25 9] 
General Cable Corp. 

7% Cumulative Pfd. 18.86 (9 mo.) 52.50 88 
General Steel Castings Corp. 

$6 Cumulative Pfd. 27.25 (9 mo.) 60.00 71% 
The National Supply Co. 

514% Conv. Pr. Pfd. 15.91 5.50 60 

6% Prior Pfd. 15.91 6.00 6814 
Pere Marquette Ry. Co. 

5% Cumulative Prior Pfd. 28.89 21.25 18 
Pittsburgh Steel Co. 

544% Ist Ser. Convertible Prior Pfd. 56.35 (est. 20.63 6614 

5% Pfd. Class A : 34.00 (est. 22.50 30 
Revere Copper and Brass, Ine. 

54% Cumulative Pfd. 27.47 (9 mo.) 5.25 68 

7% Cumulative Pfd. 27.47 (9 mo.) 10.25 124 
U.S. Leather Co. 

7% Cumulative Prior Pref. 34.80 26.25 111 
Warner Bros. Pictures. Inc. 

$3.85 Cumulative Pfd. 54.50 33.69 74 


Vo recommendation of or solicitation of an order to buy or sell any of these securities is 


hereby intended, this list being merely illustrative of the accompanying text. 




















West Coast Staunch 
Amid War Alarms 


(continued from page 7) 


cisco estimates that total agricultural re- 
turns amounted to — approximately 
$1,500,000,000 last year. 

Part of the agricultural income in- 
crease 1s expected to result from gener- 
ally higher price levels for most farm 
products. Part is anticipated in increased 
production which the government is re- 
questing in order to supply food needs 
of our Allies. 

While industry will play an important 
part in establishing near-future business 
and investment trends here, it is in the 
post-war period that it really assumes a 
dominant position. 

The tremendous development of cer- 
tain industries on the Pacific Coast since 
the United States began its all-out war 
effort is most certainly altering the en- 
tire economic structure of the Coast. 
The industries that already are here are 
encouraging, in fact even demanding, 
the entry of others, particularly those 
that can complement the ones now es 
tablished. 

Continued, this can have but one gen 
eral result—the erection on the Pacific 


Coast of an industrial 


independent 
establishment. 

One of the primary industries being 
developed as the result of the war ef 
fort is iron and steel. Chief reason is 
the need, long apparent, but just now 
becoming acute, for a Pacific Coast 
source of supply to meet Pacific Coast 
manufacturing demand. 

The aluminum industry also is trying 
to establish itself on the Pacific Coast. 
It has been attracted by the enormous 
new supplies of cheap power developed 
through large government conservation 
projects. Magnesium is another. These 
are only a few of the many industries 
that Are seeking to locate or expand in 


this area. 


Importance of the wartime establish- 
ment of these industries on the Pacific 
Coast to peacetime operations lies in the 
aid they can give other industries when 
the time comes for the transition from 
Wartime to peacetime operations. The 
less the dependence of the Coast terri- 
tory on other sections, the quicker its 
industries will be able to shift and the 
smaller will be the dislocation caused by 
that transition. 

Existing investment machinery is well 
geared to meet the changes in business 
and economic conditions that are bound 
to come later and certainly is sufficiently 
elastic to take care of all the expansion 
in investment interest that now is 
expected. 

There is one threat that all exchanges 
in the United States face, though, and 
that is a complete breakdown from ex- 
cessive regulation. To avoid that they 
need a united front and that can be ac- 
complished only by submerging differ- 
ences and rising above selfish motives 
and jealousies. 

Just as long as differences are per- 
mitted to stand in the way of a united 
front, regulatory bodies will continue to 
play the exchanges against each other, 


to the advantage of the regulators. 


West Coast Financial News 

There is a newspaper development on 
the Pacific Coast that members of all 
exchanges might note. Since Decem- 
ber 7 there has been a gradual reduction 
in the amount of space devoted to finan- 
cial news in leading Pacific Coast news- 
papers. Most of the reduction so far has 
consisted of shortening important gen- 
eral financial news stories and eliminat- 
ing unimportant ones. 

A few papers have begun to cut into 
financial tables, however. First to go 
were bid and asked quotations on vari- 
ous classes of over-the-counter securities. 

No attempt has been made to date by 


any of the newspapers that usually carry 


financial sections to curtail reports of 


sales activities of the New York Stock 
Exchange; but, that, too, could happen. 
In fact it may happen if newspaper edi- 
tors find that the reading public has not 
been greatly disturbed by what already 
has been taken out. 

With market activity everywhere al- 
most at a standstill, there is no doubt 
but that reader interest in financial 
news has fallen to a low ebb. That in- 
terest can be stimulated, but only by in- 
creased market activity. Newspapers 
cannot do any more than they have done 
already. The securities dealers them- 
selves will need to lend a hand, now. 
How, is for them to decide. 

It is important to note, though, that 
what has taken place is a straw indi- 
cating how newspaper editors judge the 
news value of organized market activi- 
ties, compared with activities of various 


unorganized mechanisms. 





Investment Performance 


(continued from page 1) 


been by no means a “long-shot” proposi- 
tion. The proportion of listed common 
issues yielding an annual return of 4 per 
cent or higher has been nearly one- 
fourth of the entire common stock list. 

A review of the names of these stocks 
reveals the changing complexion of in- 
vestment opportunities .. . the elevation 
of some new issues to investment favor 

. the resurgence of certain older ones 
in which opportunities had appeared 
limited ...a general reshuffling of rela- 
tive values. 

Highlighted once again is the con- 
tinuing responsibility which the ad- 
ministration of accumulated funds de- 
mands—a responsibility which becomes 
greater, rather than less, under today’s 
disturbed conditions. 

The achievement of satisfactory  re- 
sults obviously has required a high de- 
gree of discrimination, but the limits 
are far from being so narrow as to allow 


of despair. 
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T seems only yesterday when the great 
majority of New York Stock Ex- 
change firms held aloof from the task— 
and responsibility—involved in  supply- 
ing investment advice to their custom- 
ers. A broker was simply a broker . . . 
executing orders on the Exchange floor. 
“Fast execution” was his slogan, and that 
was what customers desired, for most of 
them were traders in stocks. 
Investment? Over in the “bond de- 
partment” (if the firm maintained such 


an organization) they'll serve you. We 


are brokers in this office. So it was until 
the late 1920's. 

Today practically every firm and every 
branch office is equipped to advise inves- 
tors. If statistical and analytical informa- 
tion necessary for investment decisions 
is not completely available on the spot, it 
may be quickly acquired by the broker 
through his connections with investment 
specialists. 

A yardstick to measure the distance 
Stock Exchange firms have traveled 
along the service highway since 1930 is 
afforded by this fact: 

Forty-four Stock Exchange houses 
are registered under the Investment 
Advisers Act to render advisory ser- 
vice on a fee basis. 

Offhand, it may appear as though this 
is a small percentage of the 557 Ex- 
change member firms to pursue formal 
advisory work. The emphasis is less on 
the number than on the complex duties 
which they have assumed. A firm must 
have built an organization of investiga- 
tors and analysts, and this presupposes 
that it has spent time, often several years, 
in reaching its objective. It has assumed 
an operating outlay which was un- 
dreamed of by brokers of an older gen- 


eration. 


Part of Trade Association Program 

Advisory work in securities has 
reached a scope and significance sufh- 
cient to rank it high in the agenda of the 
recently revitalized Association of Stock 
Exchange Firms. A permanent commit- 
tee of the Association is functioning to 
encourage and assist in the establishment 
of effective advisory facilities among the 
member firms. Of the ten committee 
members, half represent firms domiciled 
in Chicago, San Francisco, Philadelphia, 
Baltimore and Washington. 

What this background means is that 
advisory service to investors has become 
a realistic segment of the brokerage busi 
ness. What is referred to is, of course, . 


service which is paid for by brokerage 


clients and others, as distinguished from 
fact-finding and fact-interpretation by 
brokers for their customers without 
charge. The relatively new expansion of 
advisory service for a specihed fee is a 
recognition of the marked changes 
which have affected the securities busi- 
ness of late years... changes starung 
with perplexed owners of portfolios and 
reaching the broker in the nature of an 


SOS in an uncharted sea. 


Diversification Element 

Not so long ago, diversification of a 
relatively simple order was considered 
enough by many investors. Money would 
be spread over securities in as many in- 
dustries as it would cover, or it would be 
invested in a varied list of strong corpor- 
ations, with some government or muni 
cipal bonds as an anchor to windward. 
Close supervision was practised mostly 
by trustees and wealthy persons; the in- 
vestor was preoccupied with his own 
business ... often he was well-to-do . .. 
and remained content to buy a group of 
mixed issues and “let ‘em ride.” But com- 
placency was upset by the force of cir- 
cumstances during the 1930's. 

The bugaboo of inflation thrust a scary 
countenance over the investor's shoulder, 
and then came the uneven business re 
sults of depression. Proper selection of 
securities became difhcult for the lay 
man, the necessity for eliminations and 
replacements in order to protect princi 
pal and conserve income came forward. 
Supervision and expert analysis becam, 
the order of the day for cautious inves 
tors, and for these elements expert 
hands, backed by thorough statistical re- 
sources, were required. And now eco 
nomic distortions caused by war, taxes, 
lost foreign markets and other compli 
cating factors are adding to the problems 
of investment. All of which, in a rising 
crescendo during more than a decade, 
has paved the way for paid advisory 
work by brokers who elect to pursue it. 


This technical adjunct of the broker 

















age business has advanced over barriers 
erected by prejudice. It was asked by 
both customers and financial commenta- 
tors when the movement began: can a 
broker whose livelihood depends upon 
commissions act impartially, strictly for 
the benefit of a client’s account, in offer- 
ing advice about securities? Can a 
broker, who has merely carried out a cus- 
tomer’s desires, put himself in the cus- 
tomer’s place in applying selective judg- 
ment to an account? For this is what ad- 


visory work amounts to, in essence. 


Research Staffs Built Up 


Fully ten years have passed since Stock 
Exchange firms began to seek the an- 
swers to these questions. The first step 
called for the acquisition of a staff of re- 
search men, Formerly, brokerage fact- 
finding had been supported by the em- 
ployment of independent statistical or- 
ganizations, by reference to manuals of 
statistics, Corporate earnings statements 
and the like. But it was soon realized 
that these sources of information would 
have to be supplemented by “field work” 

. intimate inquiry by trained econo- 
mists and engineers into corporate situ- 
ations if a thorough advisory job 


were to be done. 


Sizable Outlay Involved 


A competent, broad-gauge staff would 
expand a firm’s overhead substantially. 
Necessary equipment would entail a siz- 
able capital outlay. (Experience proved, 
in case of several pioneering firms, that 
$100,000 or more had to be invested in 
the advisory department before it was on 
a paying basis.) And, after the machin- 
ery was operating effectively, would 
enough clients be willing to pay fees for 
services rendered? 

The answer may be found by refer- 
ence to the old “saw” about the pudding 
and the proof thereof. Ten years ago not 
more than a half-dozen Stock Exchange 
firms were experimentally engaged in 


advisory work for a fee. The increase to 
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the 44 now of record is, theretore, no less 
than 630 per cent, with the resources of 
the Association of Stock Exchange Firms 
enlisted in enlarging the thoroughness 
of the work as well as the number of 


houses engaging in it. 


Growth Runs Counter to One Theory 


Growth of the service has run counter 
to a theory which one economic school 
has trumpeted extensively since social 
innovations gathered force in the 1930's. 
The theory is that accumulations of in- 
vested capital are becoming outmoded 
—that the “redistribution of wealth” 
would tend to disperse large securities 
holdings—that the rising tide of taxation 
would reduce the resources of the mod- 
erately well-to-do as well as the rich. 
Particularly, since 1939, taxes would 
make heavy inroads upon invested capi- 
tal as well as absorb the bulk of current 
income of most large investors. 

How the theory will thrive or decline 
during the uncertain period lying ahead, 
it is not possible to determine. But in- 
quiry among Stock Exchange firms now 
successfully engaged in formal advisory 
service indicates that theorizing has not 
been proved in practice. While taxes eat 
heavily into income, portfolios represent- 
ing invested principal remain, Since 
taxes are becoming more and more bur- 
densome, the necessity for increasing the 
earnings of invested funds grows more 
pressing and vigilant supervision takes 
on an enlarged importance. 

Supervision based on persistent  re- 
search which aims to fend off unfavor- 
able elements as well as to reveal others 
favorable for the protection of invest- 


ments and income! 


Amount of Fee 


This double incentive for Stock Ex- 
change firms to extend, and improve, 
their advisory facilities in order to serve 
portfolio owners, trustees, and executors 
has become more potent since the Amer- 


ican war effort began to gather momen- 


tum. Rising prices for many goods, mar- 
ket restrictions on others—priorities— 
disrupted industries—and climbing taxes 
laid upon corporate and personal in- 
comes ... these are among the puzzling 
factors which are bringing clients to 
brokers for the purpose of employing 
advisory facilities. How much do they 
pay for advisory service? Some firms set 
the annual fee at 4 of 1 per cent of the 
principal of a securities account. Others 
receive slightly higher fees. A number 
of Stock Exchange houses make arrange- 
ments which provide for a quarterly 
analysis of a portfolio, and “overhaul” 
The 


charges are in proportion to the work 


without constant supervision. 


entailed. 


Protection of Principal 


The goal of advisory work is protec- 
tion of a portfolio’s principal value. A 
subsidiary objective is stable income, as 
substantial as conservatism permits. 
Moreover, “investment” is the sole cri- 
terion of advisory and supervision effort 
—trading for capital gains is not in- 
cluded. In this connection, a point re- 
specting securities market psychology 
comes forward: what would be the re- 
sult if strong speculative influences 
should come into play, arousing the de- 
sire of many portfolio owners to throw 
aside the cautious, painstaking enterprise 
of their paid advisors? 

“As to that possibility,” comments a 
prominent broker-adviser, “if marked 
inflationary or other exciting factors 
should enter the market picture, the re 
straining influence of the ‘advised’ funds 
upon general market prices should be 
strong. Foresighted research takes the 
threat of inflation into account—it is re- 
flected in the composition of portfolios 
all the time. Advisers would use their 
full 


portfolio changes merely to capitalize 


influence to unreasoned 


prevent 
upon speculative impulses. A brake 
would thus be applied to an incipient 


oar) 


‘runaway market. 


LONDON 


WEIGHS PRICE PUBLICITY 





These are hard times for the stockbroker and jobber, and there are 


more people of little experience with money to invest, so that, despite 


the additional trouble, compulsory ‘‘marking’’ is once more to be 


suggested. It should certainly be adopted, both in the interest of the 


innocent investor and for its own sake.— THE ECONOMIST, DEC. 6, 1941 





TRONG support is rising in finan- 

cial circles of London for thorough 
price publicity of transactions on the 
London Stock Exchange. Approached 
in conservative British fashion, the pro- 
posal is, as yet, limited to prices, al- 
though news from overseas indicates 
that a demand is growing as well for 
accurate totals of shares sold, in a mar- 
ket containing upwards of 12,000 listed 
issues, 

On the London Exchange “mark- 
ing” means the posting of prices for 
“bargains” —transactions—on the floor. 
Apropos comment on the subject in 
The Economist, of London, part of 
which is quoted above, a letter from a 


subscriber throws light on the situation: 


New York, 
Feb. 14, 1942 


Tue Eprror, 
THe Excance, 
Dear Sir: 

It is interesting to note that this is the 
first time in 64 years that any proposal 
has been advocated for the fal publica- 
tion of prices on the London Exchange. 

As a result of questions raised in Par- 
liament, Queen Victoria, in 1877, ap- 
pointed a Royal Commission to make a 
sweeping investigation of the conduct 
of business by the members of the Lon- 
don Stock Exchange. In_ presenting 
their report to Queen Victoria the Com- 
mission stated, “.. . the duty of mark- 


ing all variations should be enforced as 


strictly as possible, and no pains should 
be spared to make the list a complete 
and faithful record... .” 

It is strange that, although the process 
of maintaining a complete record of all 
price changes is desired, and despite the 
strong recommendations of the Royal 
Commission, the marking of all sales is 


not and never has been compulsory. 


Less Use of Ticker 


Tickers are not as essential to the 
British trader as they are to the Amer- 
ican trader because the English, as a 
rule, are not “in and out traders.” Fur- 
thermore, American banks desire a close 
record of price fluctuation in figuring 
the value of collateral of loans. Conse- 
quently, the wide publicity which is 
given quotations on the New York 
Stock 


which differ from London’s, Again, the 


Exchange meets requirements 


setting of prices in open competition 
makes essential the full and immediate 
publicity of all transactions on the New 
York Stock Exchange. Telephone and 
private wire lines are not commonly 
used by London brokers and clients, 
inasmuch as the majority of small 
traders are inclined to purchase their 
securities outright. 

While its prices are wholly unofficial, 
The 


provides ticker service, but less than 25 


Exchange Telegraph Company 


per cent of the daily transactions are 


reported. The sales and quotations are 
gathered on the floor of the Exchange 
and transmitted to a central station. 
Quotation facilities are not available to 
non-members. 

Members of the London Stock Ex- 
change are not obliged to record their 
Whether or 


is “marked,” or posted, depends entirely 


transactions. not a trade 
upon the member and, if published, a 
marking may represent a transaction in- 
cluding any number from 10 to 1,000 or 
more shares. Therefore, the marking 
of, say, Imperial Chemical at 28 may 
conceal the change of ownership of a 
large block of stock for the account of 
an investment trust. The marking 
clerks do not post the same price in 
one security more than three times, re- 
gardless of the number of transactions 


in any day at a single price. 


Many Prices Omitted 


The so-called “markings” mean very 
little, as many transactions, especially in 
very active stocks, are never recorded. 
Consequently, the transactions which 
appear in the Official and the Supple- 
Lists of Stock 


Exchange represent only a partial pic- 


mentary the London 
ture of the activity of the market for 
any day. Furthermore, there is no way 
to determine the actual opening, high, 
low, or last sale of the day, inasmuch 
as transactions are not recorded in the 
Official List in the sequence in which 
they were effected. Neither the Official 
nor the Supplementary List indicates 
the closing bid and asked prices of the 
jobbers. 

The marked 


posted between 10:30 A.M. 


trades that are are 
and 3:30 
p.M., but are not necessarily listed in 


took 


Any transactions effected dur- 


the order in which executions 
place. 
ing the official hours of the preceding 
day, but which may inadvertently have 
been omitted, may be marked only be- 
fore 11 a.m. on the following day. 
Around the floor of the Stock Ex- 
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change are a series of large boards, 


mounted on counters, on which the 


clerks mark the prices of transactions 
as soon as the marking slips are handed 
to them by brokers and jobbers. As 
respects the outside public, the Official 
and the Supplementary Lists (the lat 
ter including securities not officially 
quoted) supply the available informa- 
tion about dealings. These lists are the 
ofhcial publications of the Exchange. 
They are about the size of our tabloid 
newspapers, number two-score sheets or 
more, are furnished on a subscription 
basis to members of the Exchange, and 
are released each day after the market's 
close. 

Comparing publication methods on 
leading markets, it may be said that no 


other stock exchange in the world gives 
as much publicity to the official sales 
as does the New York Stock Exchange. 
Very truly yours, 

(Signed ) G. B. NiELSEN 
The Economist's reference to the in- 
crease in the number of inexperienced 
people with funds to invest suggests that 
part of the movement toward greater 
publicity is rooted in a situation long 
familiar to the American securities mar- 
ket. This centers in the rising impor- 
tance of the small investor. Evidently 
war-time Wages, the profits of small- 
shop subcontractors on military mate- 
rials, and the like, are bringing forward 
in England many buyers who are pre- 
empting the places formerly filled by 
well-informed investors and speculators. 





Stock Exchanges— Down South America Way 


(continued from page 10) 


Chile consists of four partners, one spe 
cializing in securities, another in foreign 
exchange operations, a third in negotiat- 
ing bank loans for his clients, and a 
fourth in receiving cattle and country 
produce and disposing of them in the 
city markets on a commission basis. 
Organized exchanges have existed in 
Chile since 18g8—one in Valparaiso and 
another in the capital, Santiago. The 
“Bolsa de Corredores” in Valparaiso, like 
some of the smaller stock exchanges in 
Europe, resembles a schoolroom rather 
more than a pit or trading floor. The 
brokers remain seated in their comfort 
able chairs bracing the rostrum, while one 
of their number, serving his turn, pre 
sides and calls off the names of the shares 
in consecutive order. The 


cords the bids and offers from the audi 


secretary re 


ence and an employee chalks up the 
trades on a blackboard on the wall. 
Formerly, 


] 


the Valparaiso Exchange 


OCC Upiec an Important place In the coun 


trv’s affairs, but with the shifting of the 


head offices of Chile’s trading concerns 


irom the seaport Lo the capital, the 
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“Bolsa de Comercio” of Santiago has as- 
sumed leadership. 

The latter differs from its counterpart 
across the Andes because of the char 
acter of the country’s industries. Chile 
is essentially a mining country and, as 
clsewhere, its mining shares are specu 


lative. and 


No less than 53 Chilean 
Bolivian mining companies are listed on 
the Santiago Exchange and the trading 
in their shares usually represents up 
wards of one-half of the total turnover. 

Chile also boasts of one of the largest 
sheep raising concerns in the world, 
and with abundant low cost labor, coal 
and other raw materials, industrial de 
velopment for home consumption is 
making progress and trading in indus 
trial shares is increasing. 

The 


pies an entire city block. It was built 


Santiago Stock Exchange occu 


for the purpose, but, one suspects, before 
the telephone came into its own. The 
trading floor occupies tWOo floors in the 
center of the building and is surrounded 
by rather dark halls or corridors running 


around the entire edifice. 


Opening on the halls on the ground 
Hoor and in turn facing the streets out- 
side, are thirty or forty brokers’ offices, 
each about the size of the cage in 
brokerage ofhce in New York. Also, 
they are equally crowded and competi- 
tion for space has been such that many 
of the firms have expanded into the 
basement and fitted up private offices be 
low the street level. Others have gone 
Across the street and one enterprising 
broker now has an elaborate office in 
what was formerly a basement night- 
club. 

Governing Law 

Corporations, insurance companies 
and stock exchanges in Chile are gov- 
erned by a comprehensive law enacted 
in 1g31 after the French model. It pro 
vides for the organization and conduct 
of corporate entities and embodies uni- 
form forms for balance sheets and earn- 
ings statements. The seventy-six owners 
of shares in the Santiago Exchange be- 
come official brokers only with the for- 
mal approval of the directorate of the 
institution. But when elected, each mem 
ber can name a substitute with power of 
attorney to act for him on the floor of 
the Exchange. 

Chile’s foreign exchange control is ef- 
fective insofar as importers and export 
ers are concerned and it is very effective 
when it comes to the non-resident who 
is unfortunate enough to have his funds 
or securities ted up in a blocked account 
in a Chilean bank. It is ineffective other- 
wise, as everyone deals in the “black 
market” and many Bolsa brokers do a 
thriving business in buying traveler's 
checks and in selling the proceeds to any- 
one in need of dollars. 

All in all, security arbitrage becomes 
dificult for obvious reasons and_ the 
whole system of exchange control will 
have to be abolished or made over be 
fore Chile can hope to attract capital 
from abroad for investment in Chilean 
securities. 


(To be continued next month) 


A pproach to Rail Bonds 


(continued from page 5) 


prises. They are enjoying what they 
have long hoped for—increased traffic, 
notably from the heavy industries. 
This is important, for a segment of 
industry is faced with curtailment in 
regular business and with conversion 


What 


earnings will be as a result, it is impos- 


t 


to other types of production. 


sible to predict, but rail earnings should 


presently continue large, particularly if 
a freight rate increase is granted. 

To be sure, there are many uncer- 
tainties about the future of the rail- 
roads, but uncertainties also affect other 
types of business. Just as the railroads 
and public utilities have come under 
strict Government regulation as to their 
activities and profits, this pattern may 
well be increasingly followed in respect 
of other types of business, the products 


and services of which may be considered 





MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 


1912 
MONTH END DATA JANUARY 
1. Shares Listed (Mil.) 1.167 
2. Share Issues Listed (No.) 1.237 
3. Par Value of Bonds Listed (Mil. S) 59.076 
1. Bond Issues Listed nd (No.) 1.171 
5. Total Stock and/or Bond Issuers (No.) 1.209 
6. Market Value of Listed Shares (Mil. S$) 36.228 
7. Market Value of Listed Bonds (Mil. S) 56.262 
3. Market Value of All Listed Securities (Mil. S) 92.190 
9. Flat Average Price—All Share Issues (S) 36.94 
10. Shares: Market Value — Shares Listed (S) 24.70 
11. Bonds: Market Value Par Value (S$) 95.21 
12. Stock Price Index (12/31/24=100) (%) 19.2 
13. Shares in Short Interest (Thou.) 161 
14. Member Borrowings ee ee ae (Mil. S) 325 
Per Cent cf Market Value of Listed Shares (CO) 0.90 
15. N. Y. S. E. Members’ Branch Offices (No.) 867 
16. Total Non-Member Correspondent Offices (No.) 2.885 
DATA FOR FULL MONTH 
17. Reported Share Volume ; (Thou.) 12.994 
Daily Average (Incl. Saturdays) (Thou.) 500 
Daily Average (Exel. Saturdays) (Thou.) 545 
Ratio to Listed Shares . ee () 0.89 
8. Total Share Volume (Inel. Odd Lots) (Thon.) 
19. Money Value of Total Share Sales (Thou. s) 
20. Reported Bond Volume (Par Value) (Thou. §) 219.955 
Daily Average (Incl. Saturdays) (Thou. §) 8.160 
Daily Average (Exel. Saturdays) (Thou. S) 9.201 
Ratio to Par Value of Listed Bonds (%) i 
21. Total Bond Volume (Par Value) (Thou. S) 
22. Money Value of Total Bond Sales (Thou. 5) 
23. N.Y. 8S. E. Memberships Transferred (No) 8 
Average Price (Ss) 21.200 
24. Stock Clearing Corporation: 
Average Price of Settled Shares (Ss) 18.2 


Notes: 


Items 13. 14, 18. 19, 21, 22 and 24 are : 


second full preceeding business day. 


is of ledgers 


which normally 


reflect t 


as “affected with the public interest.” 

Nearly all railroad securities have in 
the past been subject to suspicion and 
doubt. Now it would seem the average 
investor, even though equity minded, 
would find it intriguing to explore this 
large middle group of securities of rail- 
roads which have had the fundamental 
strength to survive the depression, and 
which are now gaining new. strength 
and efhciency as evidenced by their 


carmning power. 





194] 194] 
DECEMBER NOVEMBER JANUARY 
1.163 1.164 1.455 
wae 1.234 228 
58.237 57.821 54.139 
1.173 1.281 1.292 
1.208 1.273 1.285 
35.786 37.882 10.280 
55.03 | 5LB13 50.374 
90.820 92.695 90.654 
36.06 37.89 38.70 
21.16 25.87 27.68 
94.50 9180 93.05 
8.7 51.6 55.0) 
319 153 198 
389 136 113 
1.09 1.15 1.03 
8609 870 967 
913 2.983 3.3608 
36.390 15.047 13.313 
1.400 O84 512 
1.521 785 550 
2.19 1.03 0.9] 
16.85 19.099 19.367 
929.0143 122.423 519.3 44 
224.737 110.716 230.987 
8.014 6.398 6.88 
9.318 7.337 9.6214 
387 213 A27 
251.650) 115.116 218.732 
116.561 76.382 125.090 
10 6 9 
21.250 23.000 33.200 
We: 19.5 23.3 


ransactions up to the close of the 











BRIDGING THE SPACE 
BETWEEN 

SELLER 

AND 

BUYER 


MARKETABILITY, under the stress of war, takes on a realistic meaning beyond 
normal. Cash required for taxes-—for the “purchase-till-it-hurts” of United States 
Defense Bonds——for the expansion of working capital—may need to be raised by 


the speedy liquidation of part of a large investor's securities. 


RECOGNIZING the unusual conditions in these times, which frequently retard 
the sale of blocks of listed issues in the auction market, the New York Stock 
Exchange has enlarged its market facilities for the purpose of expediting the 


conversion of substantial holdings. 


Information about marketing methods applied to “Special Offer- 
ings’ may be obtained from any New York Stock Exchange firm. 


OFFICES ARE MAINTAINED IN 339 CITIES OF 44 STATES 
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